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SUBJECT: Revi se 540EZ

SUMVARY

This bill would allow specified taxpayers to file a revised Form 540EZ. The
revi sed Form 540EZ woul d provide a new nethod for conputing incone taxes. Tax
woul d be cal cul ated by taking “total tax” (as defined), subtracting a standard
deduction (as defined), and multiplying by 2.5%

According to the author’s staff, this is a “spot bill.” The author intends to
anmend the bill to require the departnment to create a sinplified tax formfor

seni ors.

This analysis briefly discusses the bill as introduced. |If the author noves the
bill without anending it, a nore thorough analysis with additional concerns,
costs and revenue will be provided.

EFFECTI VE DATE

As a tax levy, this bill would becone effective imediately and would apply to
t axabl e years begi nning on or after January 1, 2000. This bill would inpact the
2000 Form 540EZ that is filed in 2001

SPECI FI C FI NDI NGS

Current state lawrequires individuals to file a tax return if their adjusted
gross inconme fromall sources exceeds $8, 719 ($17,438 married) or if their gross
income fromall sources exceeds $10,889 ($21,798 nmarried). These threshold
anounts are increased for individuals 65 or older and/or individuals with
dependent s.

Current state |aw provides six personal income tax rate brackets ranging from 1%
to 9.3%

Current state law all ows taxpayers the option of item zing their deductions or
claimng a standard deduction. The standard deduction anounts for 1999 are
$2,711 for single or married fling separate returns and $5,422 for married filing
joint return, head of household and qualified wi dower).

Current state | aw provides credits against the tax for personal and dependent
exenptions. The 1999 credit anounts are $72 for single, married filing separate
returns and head of househol d, $144 for married filing joint, and $277 for each
dependent. Additional exenption credits of $72 each are allowed for persons who
are blind or age 65 or ol der
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Current state law requires the Franchise Tax Board (FTB) to prepare and
distribute blank forns for the returns, declarations, statenents, or other
documents. FTB is required by law to nmake avail able to taxpayers tax forns that
are as sinple as possible for taxpayers to prepare. FTIB is required to make
every effort to ease taxpayers’ conpliance burden by at |east (1) designing forns
so that anounts already entered on the federal return may be copied to the state
form (2) allow ng federal schedules to be attached to the state return, and (3)
choosi ng general formdesigns (e.g., paper weight and quality, ink color) that
facilitate the preparation of the state return

FTB provides a variety of tax fornms for Personal Incone Tax (PIT) taxpayers;
For m 540, Form 540NR, Form 540A, Form 540EZ and Form 540 2EZ. The formthat a
t axpayer should use is determ ned by several factors, including filing status,
dependents, anmount and sources of inconme and deducti ons.

For m 540EZ was designed for single or married taxpayers that have no dependents.
Qualified taxpayers can file Form 540EZ as a conventional paper return or as an
electronically filed return. Taxpayers nmust neet the following criteria to use
For m 540EZ:

Taxabl e i ncone of $50, 000 or | ess;

Cannot use Married Filing Separate filing status;

Incone only fromwages, salaries, tips, taxable scholarships or fellowship
grants, unenpl oynent comnpensation and interest;

I nterest inconme of $400 or | ess;

Under age 65 on Decenber 31, 1999;

Not blind on Decenber 31, 1999;

Cannot have dependents;

C ai m ng standard deduction instead of item zed deductions for California;
Wt hholding on Form(s) W2 is the only prepaynent of tax made; and

No adjustments to income such as an | RA deduction or a student |oan interest
deducti on.

This year FTB introduced a new form Form 540 2EZ was designed to simplify
filing for taxpayers whose only source of inconme is fromwages, salaries, tips or
interest, and who are basically filing to receive a refund of their wthhol ding.

Qualified taxpayers can file Form 540 2EZ as a conventional paper return or as an
electronically filed return. As a paper form the 5.5 X 8.5-inch Form 540 2EZ is
smaller than a normal full-size 8.5 X 11-inch return and is printed on stiff
cardstock-type paper. Forminstructions include special tax tables that have the
standard deduction and personal and dependent exenption credits built in, |eaving
fewer math operations for the taxpayer to perform The formcomes with its own
pr e- addressed envel ope.

As an electronic form Form 540 2EZ may be filled in and filed on-line via
certain on-line filing companies. As part of the e-Filing transaction, the on-
line conpany will provide a final hardcopy of the return to the taxpayer. Sone
on-line filing conpanies are offering no cost tax preparation and el ectronic
filing for 540 2EZ filers. The nanes of these conpanies and links to their web
sites are available on FTB' s web site (ww. ftb. ca.gov).

Taxpayers must neet the followng criteria to use Form 540 2EZ:
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G oss income of $50,000 or less for Single and Head of Household filing
st at us;

® G oss incone of $100,000 or less for Married Filing Joint and Qualifying
Wdow(er) filing status;

@ Cannot use Married Filing Separate filing status;

@ Income only fromwages, salaries, tips, and interest;

® Interest inconme of $400 or |ess;

¢ Cannot be clainmed as a dependent by anot her taxpayer;

@ Under age 65 on Decenber 31, 1999

& Not blind on Decenber 31, 1999

Entitled to claimO-3 dependents;

@ daimng standard deduction instead of item zed deductions for California,;

@ Wthholding on Form(s) W2 is the only prepaynent of tax made; and

@ No adjustnents to incone such as an | RA deduction or a student |oan interest
deducti on.

This bill would allow single taxpayers whose “total incone” is $50,000 or |ess

and married taxpayers whose “total income” is $100,000 or less to file a revised
Form 540EZ. Taxpayers that use the revised Form 540EZ woul d be taxed only on
specified i ncome, be allowed a standard deduction, and be taxed at a rate of

2. 5%

For purposes of the revised Form 540EZ, “total incone” would be wages, salaries,
tips, dividends, interest and pension inconme. The taxpayers could subtract a
standard deduction fromthe “total income.” The standard deduction woul d be
equal to the m ni mumwage nultiplied by 1040. Since the bill does not specify
federal or California mnimumwage, the standard deduction woul d be $5, 356 or
$5, 980 dependi ng on whet her the federal ($5.15) or California ($5.75) mninmm
wage anounts were used.

Pol i cy Consi derati ons

According to the author’s staff, the author intends to amend this bill to
require the departnment to create a sinplified tax formfor seniors.
Legislation is not needed to acconplish this goal. Current state |aw all ows

FTB to design forns that ease taxpayer conpliance.

Further, FTB is committed to sinplifying the ways Californians file and pay
their taxes. By constantly inproving our filing systenms, such as adding
prograns like Internet filing, electronic filing, Telefile, sinpler paper
returns |like the Form 540 2EZ and a variety of scanning options, FTB hel ps
individuals file their tax returns faster and better. Departnent staff is
avail able to explore ideas for sinpler fornms, new fornms and net hods of
filing.

| npl enent ati on Consi der ati ons

This bill would raise the follow ng i nplenentati on consi derations.
According to the author, this bill will be substantially anended.
Departnent staff is working with the author to achi eve her goals.

@ Since the revised Form 540EZ woul d basically create a new tax system the
departnment woul d need to substantially revise nost processes and systens
to inplement this bill.
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FI SCAL |

This bill would create a new tax rate, standard deduction and definition
of taxable incone for taxpayers with specified inconme anmounts. This
woul d create inequities for taxpayers who do not neet the requirenments of
this bill. |If taxpayers perceive the tax systemto be unfair, voluntary
compliance is threatened. For exanple, Taxpayer A is a single taxpayer
with $50, 000 of income fromwages. Taxpayer B is a single taxpayer with
$50, 001 i ncone from wages. Taxpayer A could file the revised Form 540EZ,
reporting $50,000 of inconme, subtract the new standard deduction ($5, 356
assum ng the federal mninumwage is used) and have a $1, 116 tax
liability ($44,644 x 2.5% . Taxpayer B could not file the revised Form
540EZ because his total income exceeded the $50,000 limt. Taxpayer B's
standard deduction woul d be $2,711, and he would be all owed a personal
exenption credit of $72. Taxpayer B would have a tax liability of

$2, 635.

Taxpayers woul d likely be confused by the differences in the tax system
that this bill would create. Taxpayer inquiries would likely increase as
wel | as taxpayer ni stakes.

It is unclear whether the federal or California m nimumwage should be
used to determ ne the mnimumwage. It also unclear how to determ ne the
standard deducti on when the m ni num wage anount changes during the
taxable year. Additionally, it is unclear whether “mninumwage” neans
the hourly wage rate or the annual m ni rum wage anount.

MPACT

Depart nental Costs

Since the author has indicated that the bill will be substantially anmended,
departmental costs will not be provided at this tine. |If the bill noves
forward w thout being anended, costs will be provided.

Tax Revenue Esti mate

Since the author has indicated that the bill will be substantially anmended,
a tax revenue estimate will not be provided at this tine. |If the bill noves
forward w thout being anended, questions regarding how this bill would

i npact the current tax structure would need to be answered before a revenue
estimate coul d be provided.

BOARD PCSI TI ON

Pendi ng.



